
 

 

0 2 AUG 1985 

Employer Identiff5 cat ion tlumbert  

Dear Applicant r 

wa have conrridered your appl ica t ion  for exemption under sec t ion  
SO1 ( c )  (9) of tha In t e rna l  Kevenua Code. 

Thc information fwniehed show t h ~ t  you a r e  a t r u s t  formed on 
   , by the City of   (the *Cityn)  to provide 

hea l th  a d  welfare b n e f i t o  f o r  omployaes of the C i t y  and c e r t a i n  mam- 
berta of t h e i r  fami l im.  'rhe T rus t  war eaeablahed t o  provida a e ing l e  
finanoinq vehicle for a11 employeo benef i t s  ava i lab le  to employees of 
t h e  C i t y  and to ensure that any murplus m n i e e  would be ured only fo r  
employee he net it^ ard not tor general  operating axpensers of ths City. 
None of t he  bencrfita a r e  p r o v i d d  as a r e s u l t  of a collnetim bargaining 
aqrecment hetween the employeen and tho  City. A t o t n l  of approximately 

 employees were covered aa of Qte of f i l i n g .  

Workman'u companaation and unemployment: cornponeation hene f i t s  pro- 
vided by the  T r u s t  are f u l l y  paid by the City. Health ineurancs an8 long- 
'term d i ~ n h i l i t y  b ~ a f i t ~  are funded  p r c e n t  by tho City and  percent  
by the employes. L i fe  innurance i e  general ly  funded  percent, except 
f o r  c t ~ r t e i n  opt ional  e x t r a  amounts. 

Sect ion SO1 ( c )  (9) of the Code provides f o r  the exemption from f ede ra l  
income t a x  of voluntary employeee' benaaf i c i a r y  assoc ia t ions  (V EBA) providing 
f o r  the  payment of l i f e ,  eick,  accident,  o r  o ther  b n f d i t a  tb the  mamhern of 
such aseociat ion or their depndan ta  o r  designated b e h i f i d a r i e e  i f  no p a r t  
of the n e t  aerninqs of R U C ~  aa toc ie t ion  inures  (o ther  than through nuah pay- 
ments) to the bene f i t  of any pr iva te  shareholder or individual.  

scrction 1 ( c )  (c))-1 (c) of the 'Income Tax Requlations provide8 t h a t  
i n  order to be described i n  s ec t i on  901 (c) ( 9 )  d the Code en organizat ion 
m a t  he o p e r a m  fo r  tho purposes of providing " l i f e ,  e iak,  ncoidant o r  
o the r  bene f i t sn  to its members or o thers  rpea i f fed  i n  the ntntuta .  If an 
organizat ion operates f n  ~ u b s t a n t i a l  p a r t  f o r  any other ~uxrmse, it is not  
desar ibed i n  t h a t  aection. This  gmnerally mana t h a t  i f  one bene f i t  of a 
VPBA f a i l s  tn q u a l i f y  Under csection 501 ( c )  (9) the e n t i r e  p l a n  w i l l  f a i l .  

s ec t i on  1.501 ( c )  (9)-3 ( c )  of the  r e g i l a t i o n r  def ines  sickneata and ac- 
c i d e n t  benef i tn  an inoludina "an amount pa.id to  a aa&r i n  l i e u  of iriaome 
dur ing  a p e r i d .  i n  which the member is unable t o  work 8ue to ricknesn or 
injury.' 



 
  

Sect ion 1.591 (c) (9)-3 ( 0 )  of! tho rb\qulaCion~ ata tes  t ha t ,  i n  pro- 
viding exaaqles of other  bane l i t s ,  t ha t r  

Except to tha  ar tot l t  othctnrfse pt-ovld~d 'n thane recjnlatione, a8 
amended from t i n e  to t o m ,  "other benefi ts"  a1.o include any bane- 
f i t  ~ s a v i e e d  i n  tha manner r a n i t t d  by wragrapho ( 5 )  st sen*. of 
soct ion 302 ( c )  of the L h o r  Manegemant Relation8 A c t  of 1 947, 61 
S ta t .  1 3 6 ,  ns arncnded, 29 1T.S.C. 10Q(c)  (1 979). - 

blowover, the ahova provlaisn only appl iae  t o  plane br hencefits that are 
co l lnc t ivn ly  h~ rga inwl .  % silr:plarn~ntory Information to T.D. 7750, 
195%-1 C.R. 338.  

~ e v .  ~ u l .  74-1 8, 1974-1 C.R. 139, dieaumres an assoc ia t ion  that was 
formed to provide workmnvs canpenaatLon bntafitf4 to a l l  mplopea off a 
epclfia employer. Tha association proaesaer and pays alraims for wr~mcsm*r 
campensation b n e f i b .  Tho state i n  whiuh the organfaation opra tas  i m -  
p n o s  an  ohUr~ht,ton on a l l  mplovgrs to q y  suah hsnefi tn .  The omployer 
xemninr u l t imate ly  l a b h  fo r  a l l  claims a r iu inq  under t h e  workmen'e 
cmpennatian stntuton. Phue, the ruling hald that tho b n a f l r  doea not: 
c o n s t i t ~ i t e  a p r o p r  employee bene f i t  within the maninq of aec t ion  501 ( c )  ( 9 )  
becaune i t  marely QnBlarnn the diaahams of an ob2ioation alrandy irnpongA 
by s t a t u t e  upon t h e  employer. 

Accorrlinq, b a ~ e d  on a l l  the facrcs and circumatanccts, we concl.uds that  
prwiding workman's com~x+nsation 8- not  cone t i t u t e  a pennlrs ible  act iv-  
i t y  under scsction 501 ( c ) ( 9 )  of the Code, even though it would bo ~ l a r s i f i e c l  
as an "other b e n e f i t n  under aect ion 1 .SO1 (c) (9)4 ( c )  of the regulat ions.  
I t  i s  fo r  tha bene f i t  of t h e  City, n o t  the onplayaea. Me Rev. Rul. 74- 
1 8 ,  Supra. The Pact t h a t  it  i a  only one of r e m r a l  permiaaibla benefits 
would not b d s t e m i n a t i v ~ .  It m l A  c d n t i t i h ~ t e  mare than a subs t an t i a l ,  
l ea . ,  de minimis, pirt of the Trust ' s  a c t i v i t i e s  a incs  i t  i s  mntinuaurs 
anrl amowtn to a t  least 1 5  pcrrcclrt of t o t a l  a c t i v i t i e s .  ,See nection 
1 .SO1 ( c )  (9)-1 ( a )  of the  r q u l n t i o n a .  

YOU ham e r i g h t  tD pfote8C t k i a  ru l i ng  i f  you bel iave  it i a  heor- 
ract. To p r o t e n t ,  you ehould rruhait a etatement of your V ~ Q I W R ,  with a 
f u l l  arl>lannt.ion of your reasoning. Thia etatamc~nt, a i m e d  hy one of 
your p r inc ipa l  o f f i ce r s ,  mumt he submitted within 30 days from the date of 
thie l e t t e r .  You a l e e  have a right to a oonferencs i n  t h i s  office af ter  
your s t a t e m e n t  i e  aubn,itted. You must r q u e a t  +he conference, i f  ~rau  
want OM, when you f i l o  your protest ctatement. If you o r e  to he repre- 
sented b y  somona wha is not one of your pr inc ipa l  o f f i c e r s ,  that person 
w i l l  need to  f i l a  a p r o p r  power of a t t n r n w  and ot.herwiaa qual i fy  under 
out Conference and ~ r a c t i c o s  Procedures. 

I f  wu do not hear from you within 30 days, t h i s  ru l inq  w i l l  become 
f i n a l  a ~ -  copies  of i t  w i l l  be forwarded to your key Dln t r i c t  Director, 
uallars, Texa8. Theranftar, any qw=atA.ons about your fadsrn l  incans tax 
s t a t u n  o r  the f i l i n g  of t ax  returna shuuld be addressed to t h a t  off ioe.  

BLSF !?JAILABLE 
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When auianittlng additional letten w i t h  respot *+,this aaeu CQ the 
* < Internal Revenus Gemtoe, you will sjipadite Chsiz. taceipt by platzing the 

following symbols on the onvelogsr  . These 
rymbola do not refer to your oase but: rather to it. loaation. 

(  

Chief, ~xainpt oxgmizatjone 
RU~LWS Branah 

n)  
n  




